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Abstract 
The purpose of this study is to examine the effect of mandatory adoption of International Financial Reporting Standards on the 
value relevance of earnings and the book value of equity. The evidence derived from the study suggested that despite the strength 
in the overall explanatory power of the model during the two periods, the role of EPS became observable in the post-adoption 
period. By conducting further analysis, the results highlighted that the increase of the value level are positively influenced by a 
common law legal system, a high level of external economic openness, a strong investor protection, a full protection of minority 
shareholders and by a sophisticated capital market. 
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1. Introduction 
 
The International Accounting Standards Board (IASB), as being the international accounting standard setting 
body, developed a single set of high quality, understandable, enforceable and globally accepted financial reporting 
standards based upon clearly articulated principles. Currently, more than 115 countries required or allowed the 
adoption of International Financial Reporting Standards (IFRS), or have established a calendar for the adoption of 
IFRS. In addition, developing countries and emerging economies such as South Africa and Turkey followed this 
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wave of IFRS adoption. The adoption of IFRS by developing economies was polemic because on one hand, IFRS 
are considered as developed standards, which require a high level of economy development in order to be 
implemented successfully. On the other hand, developing countries are characterized by low human development 
indices, the predominance of the public sector and a relatively underdeveloped accounting profession.  The first 
school of thought believes in the effectiveness of IFRS adoption by developing countries (Wallace, 1990; Larson, 
1993; Joshi and Ramadhan, 2002). Some researchers and international organizations consider that IFRS are flexible 
enough to respond to the needs of developing countries (Carmona and Trombetta, 2008). By contrast, the other 
school of thought judge that IFRS are not suitable to developing counties because these standards are very 
complicated, highly developed standards and influenced by the Anglo-American culture (Hove, 1986; Perera, 1989).   
Despite the growing adoption of IFRS by emerging economies (i.e. Turkey, South Africa, Mexico) and 
developing countries, little attention was assigned to study the consequences of IFRS adoption on value relevance in 
emerging economies (El Shamy and Kaled, 2005; Tsalavoutas, Andre and Evans, 2012; Kargin, 2013), focusing 
respectively on Kuwait, Greece and Turkey. Nevertheless, prior research investigating this topic focused more on 
developed countries, especially, European countries (Barth, Landsman and Lang, 2008; Callao, Jarne and La´ınez, 
2007; Devalle, Onali and Riccardo, 2010; Clarkson, P., Hanna, J. D., Richardson, G. D., and Thompson, R., 2011). 
Findings of previous research are mitigated. Some authors consider that IFRS can increase the level of value 
relevance (Barth et al., 2008; Karampinis and Hevas, 2011; Latridis, 2010). Some other studies reported that the 
adoption of IFRS decreased the degree of value relevance of earnings or/and book value of equity (Callao et al., 
2007; Tsalavoutas et al., 2012). 
The purpose of this study is to examine the effect of mandatory adoption of International Financial Reporting 
Standards on the value relevance of earnings and the book value of equity in emerging economies of African and 
Asian regions. We focus on value relevance considered as a market based measure of earnings quality. 
According to Francis and Schipper (1999), value relevance is defined as the statistical association between 
financial information and prices or returns. In this study, the focus is on the association between price and financial 
information presented by book value of equity per share and earnings per share. In the first step of the analysis to 
estimate the price model for each country of the sample, year by year, after including firm level control variables 
(LEV, SIZEL and GROWTH). Value relevance between pre and post-adoption periods will be compared to state 
about the effect of IFRS adoption on value relevance. These control variables are taken into account, because they 
were widely used in the literature of disclosure (Ben Othman and Zeghal, 2008), earnings management (Houqe, van 
Zijl, Dunstan, and Waresul Karim, 2012) and other accounting fields, but ignored somewhat in value relevance 
studies.   
In the second step, a second equation is estimated which traces the effect of IFRS adoption and other country 
level control variables on value relevance. Unlike previous studies, country level control variables are considered 
when concluding about the effect of IFRS adoption on value relevance. The selected control variables are:  the 
degree of external economic openness, the importance of capital markets of a country, the legal system, the strength 
of investor protection, the minority shareholders interest protection and the sophistication of financial market. 
Unlike prior studies, the interpretations of the impact of IFRS adoption on value relevance could be more robust, 
especially because the appropriate control variables in the second regression are given thorough focus. 
The paper proceeds as follows. The next section presents the literature review. The research design is described 
in Section 3. Results are discussed in Section 4, followed by conclusions in Section 5. 
1. 2. Literature review  
Prior to the new focus of studies examining the effect of mandatory or voluntary adoption of IFRS on value 
relevance (Barth et al., 2008; Latridis, 2010; Clarkson et al., 2011; Tsoligkas and Tsalavoutas, 2011; Kargin, 2013), 
many studies examined the value relevance of earnings and/or book value of equity and other flow measures in 
different contexts (Fillip and Raffournier, 2010; Cheng, Lee and Yang, 2013; Chandrapala, 2013). Other studies 
concentrated on the effect of time on value relevance (Collins, Maydew and Weiss, 1997). 
72   Sawcen Chebaane and  Hakim Ben Othman /  Procedia - Social and Behavioral Sciences  145 ( 2014 )  70 – 80 
1.1. 2.1 Value relevance studies 
Collins et al., (1997) investigated systematic changes in the value relevance of earnings and book values over 
time. Based on a sample of 119,389 firm-year observations for the period 1953 till 1993, they reported that 
combined value-relevance of earnings and book values has not declined over the past forty years and appears to 
have increased slightly. Fillip and Raffournier (2010) studied the value relevance of earnings in the Bucharest Stock 
Exchange. They found that the association between accounting earnings and stock returns is comparable to the 
levels reported by studies on mature markets, and that it is higher for securities issued by small companies. 
Chandrapala (2013) examined the effect of ownership concentration and firm size on value relevance of earnings 
and book value, for firms listed in Colombo Stock Exchange in Sri Lanka from 2005 to 2009. Based on pooled 
cross-sectional data regressions, reported results showed that the value relevance of ownership concentrated firms is 
higher than that of ownership non-concentrated firms. 
1.2. 2.2 IFRS adoption and value relevance studies  
El Shamy and Kaled (2005) examined the value relevance of earnings and book values derived under the Kuwaiti 
accounting system declaring compliance with IFRS. By using the association model between price, earnings and 
book values, they showed that earnings and book values are jointly and individually positively and significantly 
related to stock prices. Earnings add more to the overall explanatory of the valuation model than book values for 
financial institutions, whereas book values show superiority only for the industrial sector. 
Callao et al., (2007) concentrated on the case of Spain to investigate the effect of IFRS adoption on value 
relevance. The reported results show that local comparability has worsened. Latridis (2010) focused on the adoption 
of IFRS in the UK and concentrated in the switch from the UK GAAP to IFRS, to conclude whether this adoption 
leads to higher quality accounting numbers. By examining company accounting measures reported under the UK 
GAAP and IFRS, findings showed that the implementation of IFRS reduced the scope for earnings management, is 
related to more timely loss recognition and leaded to more value relevant accounting measures. Callao, Garcia, Jarne 
and Gadea (2010) analyzed whether value relevance of financial information is greater under IFRS than the 
information provided in financial statements prepared under local GAAP. The sample consists of listed groups 
traded on the Madrid Stock Exchange and the Financial Times Stock Exchange. Firms providing financial services 
have been excluded. Findings expose that the quantitative impact is significant in both countries (Spain and UK) and 
it is higher in the UK.  
Tsoligkas and Tsalavoutas (2011) examined the value relevance of R&D assets and expenses in the UK, after the 
adoption of IFRS. They find that the capitalized portion of R&D is significantly positively related to market values. 
They also find that R&D expenses are significantly negatively related to market values under IFRS. Clarkson et al. 
(2011) examined the impact of the adoption of IFRS in Europe and Australia on the value relevance of earnings and 
book value. They based their study on a sample of 3,488 firms adopting IFRS in 2005. They introduced a cross-
product term, equal to the product of earnings per share and book value per share, into the traditional linear pricing 
models. The estimated coefficient on the cross-product term is statistically significant and negative.  
Tsalavoutas et al. (2012) focused on the case of Greece to examine the effect of the transition to IFRS on the 
combined value relevance of equity and net income. No significant change is found in the explanatory power of 
value relevance between the two periods. Kargin (2013) investigated the value relevance of accounting information 
in pre- and post-adoption periods of IFRS for Turkish listed firms from 1998 to 2011. Findings indicated that value 
relevance of accounting information has improved in the post-IFRS period (2005-2011) considering book values 
while enhancements have not been observed in value relevance of earnings. 
According to this brief overview on IFRS adoption and value relevance studies, it is noticed that some studies 
used the price model, or return model. Some others concentrate on both or on the desegregation of net income. To 
test IFRS effects on value relevance, researchers used different contexts. We noticed that they concentrated on 
developed countries especially that is deriving from the European Union (Devalle et al., 2010; Callao et al., 2010; 
Clarkson et al., 2011). For the case of emerging markets, researchers focused on the analysis of the case of one 
country (El Shamy and Kaled, 2005).  
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For control variables, although some researchers concentrated on the legal system factor (by comparing between 
common law and code law countries to judge whether IFRS adoption improved the value relevance or not) or on 
firm size factor, we noticed that little attention was paid to several firm level and country level variables such as 
growth, industry, audit, level of debt, external economic openness, investor protection degree, protection of minority 
shareholders, capital markets sophistication. 
 
2. 3. Research design  
3.1 Empirical model 
 
The value relevance is based, on one hand, on the explanatory power of the regression of stock price on nett 
income and book value of equity and on the explanatory power of the regression of annual return of the nett income, 
on the other hand. These associations were introduced by Ohlson (1995). In other terms, value relevance is to form a 
link between market values of equity and accounting variables.  
The focus of this study is on the price model which was widely used in prior value relevance research with 
various configurations.   
  
Price Model:   Pit = α0 + α1 EPSit+ α2 BVEit + eit         
 
 Where Pit is the price of common stock of the firm i three months after fiscal year’s end. This means that the 
selected price of year t will be the price of March t+1, EPSit is the earnings per share of firm i during the year t, 
BVEit is the book value per share of firm i at the end of year t and eit is the disturbance term. 
Two steps are followed: the first step consists of estimating the first equation (1) for each country of the sample, 
year by year, firm by firm, after including firm level control variables (LEV, SIZEL and GROWTH). For the variable 
(INDUST), where1: Industrial, 2: utility, 3: transportation, 4: Bank saving loans, 5: Insurance and 6: other financial, 
the first equation is regressed (eq.1) of the 6 industrial ranges to trace the effect on the value relevance, if any. The 
regression of this first equation reflects the value of adjusted R squared (AdjR2) which is called the explanatory 
power provided by EPS and BVE. This first regression gives the possibility to collect the value relevance values per 
country.   
 The second step involves the estimation of the second equation (2) which traces the effect of IFRS adoption and 
other country level control variables on value relevance. This estimation is based on emerging markets from African 
and Asian regions which is a response to the research question. 
 
Pit =α0 + α1 EPSit+ α2 BVEit + α3LEVit + α4SIZELit + α5GROWTHit + eit     (1) 
 
LEVit is Total long-term debt/total assets for firm i in year t (Houqe and al.,2012), SIZELit is log total assets of 
firm i in year t, GROWTHit is measured by sales growth rate which is defined as the sales in year t minus sales in 
year t-1 and scaled by sales in year t-1 and INDUSTit is general industry classification as presented in worldscope 
database. 1: Industrial, 2: utility, 3: transportation, 4: Bank saving loans, 5: Insurance and 6: other financial.  
 
AdjR2jt=α0+α1IFRSjt +α2FDIjt +α3M.CAPjt +α4LSYSjt +α5I.PROTjt +α6MIN.Sjt+α7 MSOPHjt+ eit     (2)  
 
IFRSjt is a dummy variable that takes the value of 1 for a giving country j after mandatory adoption of IFRS and 0 
otherwise,   FDIjt reflects the degree of external economic openness. It is measured by the rate of net inflows foreign 
direct investment, divided by the Gross Domestic Product (GDP) of country j in year t, M.CAPjt measures the 
importance of capital market of a country j.  It is   the stock market capitalization of country j percentage of GDP in 
year t, LSYSjt is a dummy variable that takes the value of 1 for common law countries and 0 for civil law countries, 
I.PROTjt presents the strength of investor protection in country j as defined in the Global competitiveness Report 
(2012-2013) in year t , MIN.Sjt is a measure of minority shareholders interest protection going from 1 to 7 where 1 
means that they are not protected at all  an 7 means fully protected as defined in the Global competitiveness Report ( 
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2012-2013) in year t, MSOPHjt measures the sophistication of financial market of country j. It ranges from 1to 7, 
where 1 means not sophisticated and 7 means very sophisticated financial market as defined in the Global 
competitiveness Report (2012-2013) in year t. 
 
3.2 Data 
 
Listed companies from African and Asian emerging economies are selected where the adoption of IFRS is 
mandatory. We used several sources to gather information about the mandatory adoption of IFRS in these countries: 
i.e. Deloitte, Reports on the observance of standards and codes (ROSC) for countries, P.W.C. and other sources like 
the article of Al-Shammari, Brown and Tarca (2008). The final sample contains listed companies issued from seven 
countries: UAE, Bahrain, Jordan, Kuwait, Qatar, Turkey, and South Africa.  
 The data cover the period 1998 till 2012. The year 1998 is selected as a starting point to collect data as much 
data possible. We exclude the year 2013 because the data related to firms ‘common stock prices of the year 2013 
(measured three months later: march 2014) are not available yet in the database.                    
A total initial sample of 10,838 firm- year observations is collected, for the period 1998-2012. We did not use it in 
any regression of the study. The necessary data cleansing is executed. First, we excluded from the sample early 
IFRS adopters firms are excluded from our sample, based on available information in annual reports. Then, the 1st 
and 99th percentile of the studied sample is dropped to insure robust findings.  The resulting sample is utilized to 
regress the first model, as presented in the (eq.1), of the study to collect adjusted R2 per country. 
The information about earnings per share is collected, book value of equity and firm level control variables, of 
the selected firms, from annual reports. Common stock price information from worldscope database 2014 is 
gathered. While country-level control variables data were selected from the Global competitiveness report (2012-
2013) and from the World Bank database 2013. 
 
3. 4. Results and discussion 
Before using the second regression to meet the research objective, previous studies are followed by comparing 
the explanatory power of EPS and BVE between the pre-adoption period of IFRS and the post-adoption period.  
Hence, (eq1) the price of share on earnings per share is regressed (EPS), book value of equity per share (BVE) 
and firm level variables: (LEV) Total long-term debt deflated by total assets, (SIZEL) log total assets and 
(GROWTH) which is measured by sales growth rate. 
The reported result in Table1 shows that the explanatory power (value relevance) in the post-adoption period is 
higher than in the pre-adoption period. Nevertheless, the significance of this difference is not conclusive. In order to 
test the significance, the test of student is utilized. Pre-adoption’s AdjR2 and the post-adoption’s AdjR2 is compared. 
Calculated t value is greater than the value given in the table. Hence, the explanatory power of earnings per share 
and book value of equity per share in the post-adoption period is different from the explanatory power in the pre-
adoption period. This difference is significant at a level of 5%.   
It is found that the estimated correlations of earnings per share and book value of equity per share and share price 
are statistically significant and positively correlated like the previous literature (i.e. Latridis, 2010; Kargin, 2013). 
Similarly, obvious increase in the response coefficient of earnings after mandating IFRS is noticed, which is 
consistent with some previous studies (i.e. El Shamy and Kaled, 2005).   
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Table1. Explanatory power of EPS and BVE in the  
pre-adoption and post-adoption periods 
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According to table1, the firm’s leverage (LEV) and the firm’s size (measured by log total assets) are positively 
associated with the firm’s price per share in both periods. This association is significant at a level of 1%. 
Consequently the effect of IFRS mandatory adoption varies from one firm to another, depending on its size and on 
its proportion of assets that are financed by debt. This means that value relevance is greater in big size companies 
financing their assets by debts. Hence, it should be noted when pronouncing about value relevance strength in a 
given sample of firms. As the previous literatures concerning this issue are concerned, prior studies did not have any 
discussion on this. Previous literature focused only on whether value relevance is affected by the adoption of IFRS 
(Barth et al., 2008; Latridis, 2010; Tsalavoutas et al., 2012) or by time (i.e.Collins et al., 1997) or by the 
desegregation of net income (i.e. Karampinis and Hevas, 2009). 
Table1 indicates that the coefficient of sales growth rate (GROWTH) is near to zero (0.001), in both periods of 
IFRS adoption, which leads us to conclude that there is no association with price of firm’s share. Consequently, 
value relevance does not vary from company to another because of its sales growth rate.    
Based on the industry classification, we regressed (eq.1) for the six industrial ranges and for the pre and post-
adoption periods. Table2 reported that the overall explanatory power of earnings per share and book value of equity 
per share on share’s price is high and significant according to the value of adjusted R2.  
It is noticed that, in the pre-adoption period, the coefficient of EPS is negative but the BVE’s coefficient is 
significantly positive for utility (2), transportation (3) and Bank saving loans (4). This involves that BVE has a 
positive and significant explanatory power of the model, instead of the earnings per share. This finding is inconstant 
with the study of El Shamy and Kaled (2005), where they considered that earnings add more to the overall 
explanatory of the valuation model than book values for financial institutions, services, investments and real estate 
sectors; whereas book values have superiority only for the industrial sector. 
As for other industries (industrial (1), insurance (5) and other financial (6)) it is observed that positive and 
significant response coefficients for both variables EPS and BVE. This means that earnings and book value of equity 
have together a major role in explaining the share’s price of a selected firm.  
By comparing results of the two periods, it is revealed that the coefficient of response of EPS and BVE are 
positive and significant for all industry ranges. It is important to report that EPS coefficients became positive and 
significant, in the post-adoption period, for utility (2), transportation (3) and Bank saving loans (4) (having negative 
coefficients on EPS in the pre-adoption periods). In addition, it is noticed that coefficients on EPS are positive and 
high in the post-adoption period.  This result means that EPS adds strength to the overall explanatory power of the 
valuation model after the mandatory adoption of IFRS. 
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Table 2 . The explanatory power of EPS and BVE in the pre and post-adoption periods by industry 
 Pre-adoption period Post-adoption period 
Industry AdjR2 EPS BVE AdjR2 EPS BVE 
1 0.557 
(0.000) 
1.316 
(0.000)*** 
1.169 
(0.000)*** 
0.628 
(0.000) 
4.288  
(0.000)*** 
1.336 
(0.000)*** 
2 0.910 
(0.0000) 
-1.043 
(0.029 )** 
2.792 
(0.000)*** 
0.757 
(0.000) 
2.872   
(0.000)*** 
0.994 
(0.000)*** 
3 0.926 
(0.000) 
-1.370 
(0.568 ) 
2.810 
(0.000)*** 
0.592 
(0.000) 
4.332 
(0.002)** 
0.758 
(0.000 )*** 
4 0.837 
(0.000) 
-0.413 
(0.123 ) 
2.321 
(0.000)*** 
0.780 
(0.000) 
7.699 
(0.000)*** 
0.668 
(0.000)*** 
5 0.911 
(0.000) 
0.723 
(0.013)** 
0.868 
(0.000 )**** 
0.752 
(0.000) 
2.696 
(0.000 )**** 
0.983 
(0.000 )*** 
6 0.602 
(0.000) 
0.1424 
(0.187) 
0.244 
(0.000)*** 
0.529 
(0.000) 
3.717 
(0.000)*** 
0.632 
(0.000)*** 
Notes: ***Significant at 1% level, **Significant at 5% level, *Significant at 10% level. 
 
Because most previous studies excluded financial institutions from their sample, the results related to the 
financial sector are analyzed; (4) Bank saving loans, (5) Insurance and (6) other financial. According to Table2 the 
overall explanatory power of the model is high during the two periods. Nevertheless, during the pre-adoption period 
of IFRS, the EPS has an insignificant coefficient for banks (negative) and for other financial (positive). The 
coefficient of BVE is significantly positive for BVE, which means that the BVE has an important role in explaining 
the stock price of a selected company. After the adoption of IFRS, EPS and BVE response coefficients are positive 
and significant for the financial sector. To summarize the results, evidence is found that despite the strength in the 
overall explanatory power of the model during the two periods, the role of EPS became observable in the post-
adoption period. For the financial sector, the explanatory power of EPS and BVE increased during the post-adoption 
period.  
According to previous discussed results, the mandatory adoption of IFRS may have a positive effect on value 
relevance for the sample of emerging economies. Nevertheless, the perception is not assumed. For this reason, it is 
proposed that, in the next part of results, to take into consideration other aspects (i.e. investor protection, the capital 
market capitalization and sophistication, the legal system), to analyze their effects on value relevance of earnings per 
share and book value of equity per share and to construct a robust conclusion about the effect of the mandatory 
adoption of IFRS on the value relevance in emerging economies deriving from African and Asian regions. 
Based on the regression of the first model (eq1), yearly regressions of price on earnings per share, book value of 
equity per share and on firm level control variables, necessary AdjR2 values to estimate the second equation (aq2) 
are collected. The estimation is established on the selected sample of seven countries: UAE, Bahrain, Jordan, 
Kuwait, Qatar, Turkey and South Africa. 
Ordinary Least-Squares (OLS) estimation is utilized to determine coefficient estimates and AdjR2 values. 
Multicollinearity is evaluated by using Variance Inflation Factors (VIF). It is noticed that multicollinearity is not 
likely to be a problem in this particular case because VIF of the variables and mean VIF are under 10 for all 
estimations of the first regression. 
After gathering yearly AdjR2 for the seven countries, the second model is estimated. Colliniarity was the first 
issue of the second estimation. VIF of the variables MSOPH, MIN.S and I.PROT were respectively 33.39, 30.3 and 
26.78 and the mean VIF of all variables is 18.33. To solve this problem, the Principal Component Analysis (PCA) is 
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practiced. The three variables are replaced by a new variable INSTIT. Then Brusch-Pagan test is utilized to 
investigate about heteroskedasticity. A problem of heteroskedasticity is also noticed.  
For this reason, a second method is used to resolve the problem of collinearity which is called orthogonalization. 
This technique consists of using residuals of the problematic variables than variables themselves. The second 
equation became a function of I.PROTR, MINSR and MSOPHR, instead of I.PROT, MIN.S and MSOPH. This 
method is used to circumvent collinearity problems. Similarly, this method fixed the heteroskedasticity’s problem is 
fixed too (prob>chi2=0.0843 is less than 0.05). 
 
AdjR2jt=α0+α1IFRSjt +α2FDIjt +α3M.CAPjt +α4LSYSjt +α5 I.PROTR jt+α6 MINSR jt + α7 MSOPHR jt  + eit   (3)  
 
The results of the regression of equation (3) are reported in Table 3 containing significance levels of individual 
coefficients presented as two-tail p-values. 
Findings in table3 show that IFRS’s coefficient is positive and significant at a level of 5%. This suggests that the 
mandatory adoption of IFRS has a weighty positive effect on value relevance of earnings per share and book value 
of equity per share for the firms issued from African and Asian emerging economies. This first outcome is 
consistent with many previous studies conducted in developed countries (Barth and al., 2008; Karampinis and 
Hevas, 2011; Latridis, 2010).Nevertheless, it is inconsistent with other previous research like Callao et al. (2007) 
based on the case of Spain. 
As for the legal system variable, we find that it is positively and significantly (level of 10%) associated with the 
explanatory power of earnings per share and book value of equity per share showing that being a common law 
country offers the opportunity for firms to increase the value relevance. This result, although it is driven from a 
different methodology, is still consistent with all previous studies considering that value relevance of earnings and 
book value of equity is greater in countries with common legal systems. 
The response coefficient of the variable external economic openness of a given country (FDI) is statistically 
positive and significant at a level of 1%. This situation can be interpreted as follows: a high degree of external 
economic openness, which is reflecting the existence of foreign investors, multinational corporations and world 
financial institutions, increases firms’value relevance of emerging markets. 
Similarly, table3 reveals that coefficients on (I.PROTR), (MINSR) and (MSOPHR) which are residuals of the 
prior variables (I.PROT), (MIN.S) and (MSOPH) are respectively significantly positive at a level of 1%: 0.131, 
0.367 and 0.305. These results show that firms’ value relevance increase for emerging economies with, strong 
investor protection.  
According to the results about (MINSR), if the interests of minority shareholders are fully protected in one 
country, the value relevance in matching firms will increase. These findings, once more, are regular with previous 
research conclusions.   
Finally, value relevance of firms arising from emerging economies of African and Asian regions, is positively 
and significantly associated with sophisticated capital markets. This means that a country where the capital market is 
providing an extensive variety of financial products and services to businesses, where financial services are provided 
at affordable prices and where issuing shares on the stock market is fluent, the value relevance of earnings per share 
an book value of equity increases.   
 
 
 
 
 
 
 
 
 
 
78   Sawcen Chebaane and  Hakim Ben Othman /  Procedia - Social and Behavioral Sciences  145 ( 2014 )  70 – 80 
Table 3. Regression analysis of IFRS adoption on value relevance 
                           Number of obs = 40 
AdjR2=0.7326                                                                                            
Prob>F  =    0.0000*** 
Independent variables  Coef. P>|t| 
IFRS 0.116   0.006**      
FDI 0.016   0.000***     
M.CAP -0.001 0.132     
LSYS 0.067   0.079*    
I.PROTR 0.131     0.001***      
MINSR 0.367   0.000***    
MSOPHR 0.305   0.001***     
Notes: ***Significant at 1% level, **Significant at 5% level, *Significant at 10% level. 
 
 
To summarize the results, according to findings of the second regression we report that value relevance of 
earnings per share and book value of equity per share is positively associated with the mandatory adoption of IFRS 
in emerging economies of African and Asian regions. This value relevance is, also, positively affected by the legal 
system; it increases in common law countries compared to civil law countries. Furthermore, the results show that in 
an emerging economy with a high level of external economic openness, a strong investor protection, a full 
protection of minority shareholders and with sophisticated capital markets, the level of firms’value relevance is 
more pronounced. 
Compared to results of the first part of the research, findings about the link between mandatory adoption of IFRS 
and value relevance confirm that mandatory adoption increases the level of value relevance in emerging economies. 
Nevertheless, the increase of the value relevance degree of earnings per share and book value of equity per share 
depended not only of the adoption of IFRS. It is, also, positively influenced by a common law legal system, a high 
level of external economic openness, a strong investor protection, a full protection of minority shareholders and by a 
sophisticated capital market. 
 
4. 5. Conclusion 
IFRS are widely considered as a high quality set of standards that require sophisticated capital markets, a high 
level of accounting knowledge, and a great degree of investor protection. Many studies confirmed that IFRS are 
convenient for developed countries with common law legal systems. 
UAE, Bahrain, Jordan, Kuwait, Qatar, Turkey and South Africa, considered as emerging economies, followed 
this wave of IFRS adoption. Based on this selected sample, the effect of mandatory adoption of IFRS on the value 
relevance of earnings and the book value of equity is examined.  
First, based on the evidence found from the study, despite the strength in the overall explanatory power of the 
model during the two periods, the role of EPS became observable in the post-adoption period. For the financial 
sector, the explanatory power of EPS and BVE increased during the post-adoption period. Findings of the second 
part of the study reported that value relevance of earnings per share and book value of equity per share is positively 
associated with the mandatory adoption of IFRS in emerging economies of African and Asian regions. This value 
relevance is, also, positively affected by legal system. It increases in common law countries. Furthermore, the results 
showed that in an emerging economy with a high level of external economic openness, a strong investor protection, 
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a full protection of minority shareholders and with sophisticated capital markets, the level of firms’value relevance 
is more pronounced. 
 With reference to the results of the first part of the investigation, findings about the relation between mandatory 
adoption of IFRS and value relevance, confirm the fact that this mandatory adoption increases the level of value 
relevance in emerging economies. Nevertheless, the increase of the value relevance level of earnings per share and 
book value of equity per share depended not only of the adoption of IFRS. It is, also, positively influenced by a 
common law legal system, a high level of external economic openness, a strong investor protection, a full protection 
of minority shareholders and by a sophisticated capital market. The results suggest that there is an improvement of 
the value relevance of earnings per share and book value of equity for the selected emerging economies in post-
adoption period.  
The findings contribute, specifically, to the debate on whether IFRS are effective or not to emerging economies 
and developing countries. They, also, could aware governments in emerging economies, which are planning to adopt 
IFRS in the next few years like Tunisia, of the benefits (improve of value relevance) or disadvantages of 
implementing these international standards. Finally, the results could be useful for the international standards setters 
and the international financial organizations like the World Bank (W.B.) or the International Monetary Fund 
(I.M.F). The conclusions of this study may encourage them to take into consideration the difference between 
emerging economies and developed countries and to distinguish between common law and code law countries when 
developing international financial standards (for IASB) or when press on a specific country to implement them (W. 
B. or I.M.F.). 
This research was based on the price model and analyzed the combined effect of earnings per share and book 
value of equity. Future research should examine the value relevance by using the return model and by using 
dissociated earnings and book value. 
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